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SUMMARY   OF   RECOMMENDATIONS 

This  listing  serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply.  Major 
recommendations  relate  to  establishing  goals  and  objectives  for 
managing  the  Volunteer  Firefighters'  Pension  Plan,  incomplete 
actuarial  data,  and  duplicate  recording  of  administrative  expenses 
and   revenues. 


Recommendation   #1 
The  division: 

A.  Compile  data  necessary  to  allow  an 
actuary  to  value  the  Volunteer  Fire- 
fighters'  Pension    Plan. 

Agency   Response:      Concur.      See  page  27. 

B.  Obtain  an  actuarial  valuation  of  the 
Volunteer  Firefighters'   Pension   Plan. 

Agency   Response:      Concur.      See  page  27. 

C.  Establish   long-range  goals  and  objec- 
tives  for  managing   the  Volunteer  Fire- 
fighters'  Pension   Plan. 

Agency   Response:      Concur.      See  page  27. 

Recommendation   #2 

The  division  establish   procedures  to  ensure 
it  provides  accurate  and  complete  data   to 
the  systems'  actuary. 

Agency   Response:      Concur.      See  page  28. 

Recommendation   #3 

The  board  adopt  a  policy   regarding   periodic 
experience  studies. 

Agency   Response:      Concur.      See  page  29. 
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SUMMARY   OF   RECOMMENDATIONS    (Continued) 
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Recommendation   #4 
The  division: 

A.  Establish   procedures  to  ensure   reve- 
nue and  expenses  are   recorded  only 
once  on   the  state's  accounting   records. 

Agency   Response:      Concur.      See  page  29. 

B.  Properly  classify  expenditures  on  the 
state's  accounting   records. 

Agency   Response:      Concur.      See  page  29. 


INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Public  Em- 
ployees' Retirement  Division  for  the  two  fiscal  years  ended 
June  30,    1986.      The  audit  objectives  were  to: 

1)  determine  if  the  financial  schedules  present  fairly  the 
results  of  operations  of  the  division  for  the  two  fiscal 
years  ended  June  30,    1986; 

2)  determine  division  compliance  with  applicable  laws  and 
regulations;   and 

3)  recommend  improvements  in  the  management  and  internal 
controls  of  the  division. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the  recommenda- 
tions. 

BACKGROUND 

The  Public  Employees'  Retirement  Division  (PERD)  of  the 
Department  of  Administration  manages  the  activities  of  seven 
retirement  systems  and  a   pension  plan  as   listed  below: 

1 .  Public  Employees'   Retirement  System 

2.  Judges'   Retirement  System 

3.  Came  Vi/ardens'   Retirement  System 

4.  Highway   Patrol   Retirement  System 

5.  Sheriffs'   Retirement  System 

6.  Municipal   Police  Officers'   Retirement  System 

7.  Firefighters'   Unified   Retirement  System 

8.  Volunteer  Firefighters'   Pension   Plan 

In  addition  to  administering  the  retirement  systems,  PERD 
also  collects  social  security  payments  for  employers  and  employees 
and  remits  the  collections  to  the  federal  government.  The  pay- 
ments are  invested  by  the  Board  of  Investments  when  received  by 
PERD  and  are  redeemed  when  due  to  the  federal  government.  In 
June  1986,  the  Legislature  amended  state  law  which  now  requires 
the    division    to    transfer    investment    income    in    the    Social    Security 


account  to  the  state  General  Fund.  Prior  to  this,  the  division  was 
allowed  to  retain  the  investment  income  for  the  benefit  of  the 
retirement  systems.  In  fiscal  year  1985-86  the  division  transferred 
$2  million  of  the  social  security  funds  residual  interest  earnings  to 
the  General  Fund.  The  $2  million  represents  a  majority  of  the 
funds  that  were  required  by  lav;  to  be  transferred.  Division 
officials  indicate  approximately  $65,000  of  additional  funds  will  be 
transferred  to  the  General   Fund  during   fiscal  year  1986-87. 

Federal  legislation  has  been  passed  to  transfer  Social  Security 
collection  activities  from  individual  states  to  the  Internal  Revenue 
Service  (IRS).  The  IRS  will  take  over  collections  on  January  1, 
1987.  Division  officials  expect  to  keep  two  of  their  employees  who 
work  in  the  Social  Security  section  for  up  to  four  years  after 
January  1st  until  the  transfer  of  responsibility  to  the  IRS  is 
complete. 

The  division  is  governed  by  a  six-member  Public  Employees' 
Retirement  Board.  Board  members  are  appointed  by  the  governor 
to  five-year  terms.  The  board  has  exclusive  control  over  adminis- 
tering the  funds  of  the  seven  retirement  systems.  Staffing  and 
other  administrative  functions  are  the  responsibility  of  the  Depart- 
ment of  Administration. 

An  actuarial  valuation  is  performed  every  two  years  to  deter- 
mine the  adequacy  of  each  retirement  system's  funding.  The 
actuary  determined  that  all  the  retirement  systems  are  funded  on 
an  actuarially  sound  basis  as  of  July  1,  1986.  The  actuary  did 
not  perform  a  valuation  of  the  Volunteer  Firefighters'  Pension 
Plan.  A  summary  of  the  actuary's  findings  is  contained  in  foot- 
note 2  on   page   19. 

PRIOR  AUDIT    RECOMMENDATIONS 

The  previous  audit  report  on  the  Public  Employees'  Retirement 
Division  contained  nine  recommendations  that  are  still  applicable  to 
the  division.  The  division  implemented  five  of  the  recommenda- 
tions, partially  implemented  two,  and  did  not  implement  two  rec- 
ommendations.     The    recommendations    which    were    not    implemented 


deal  with  managing  the  Volunteer  Firefighters'  Pension  Plan,  and 
adopting  a  policy  regarding  periodic  experience  studies.  These 
prior  report  recommendations  are  discussed  on  pages  3  and  7  of 
this  report.  The  recommendations  which  were  partially  imple- 
mented relate  to  the  preparation  of  a  written  disaster  recovery 
plan  for  computer  operations  and  inadequate  segregation  of  duties 
in  the  benefit  processing  area.  During  our  reviev/,  we  noted  the 
division  is  completing  a  disaster  recovery  plan  and  is  working 
toward  initiating  procedures  to  correct  the  inadequate  segregation 
of  duties  situation. 

VOLUNTEER   FIREFIGHTERS'    PENSION    PLAN 

Prior  to  July  1,  1983,  the  Volunteer  Firefighters'  Fund  was 
administered  jointly  by  PERD  and  the  Division  of  Workers'  Compen- 
sation. We  noted  in  our  fiscal  year  1982  audit  of  the  Division  of 
Workers'  Compensation  that  the  fund  balance  of  the  fund  was 
increasing  approximately  10  percent  per  year.  Since  July  1,  1982, 
the  fund  balance  in  the  Pension  Fund  has  increased  more  than 
$2   million   from   $2,731,011    to  $4,800,293. 

State  law  allows  the  division  to  pay  retired  volunteer  fire- 
fighters a  maximum  benefit  of  $200  per  month  if  the  plan's  growth 
meets  certain  requirements  as  discussed  in  the  next  paragraph. 
Currently  the  division  pays  a  maximum  benefit  of  $118  tu  approxi- 
mately 400  retired  firefighters.  Volunteer  firefighters  who  retired 
with  less  than  20  years  service  receive  less  than  the  maximum 
monthly  benefit.  In  fiscal  year  1985-86  the  plan  paid  $532,000  in 
benefits.  In  fiscal  year  1985-86,  to  fund  the  pension  plan,  the 
division  received  approximately  $970,000  of  revenue  primarily  from 
investments  and  five  percent  of  the  tax  on  insurance  premiums.  A 
division  official  indicated  the  division  does  not  know  how  many 
active  volunteer  firefighters  qualify  for  retirement  credit,  but  he 
estimated  there  are  less  than   5,600. 

Currently  the  division  has  not  established  long-range  goals  or 
objectives  to  effectively  manage  the  Volunteer  Firefighters'  pension 
plan.      The    growth    in    fund    balances    is    attributed    to    a    state    law 


which  limits  annual  benefit  distributions  to  the  lesser  of  95  percent 
of  the  previous  year's  increase  in  fund  balance  or  to  the  excess  of 
the  fund  balance  over  $1  million.  Because  the  balance  is  now 
greater  than  $4  million,  the  law  has  effectively  limited  distributions 
to  95  percent  of  fund  balance  increases.  Since  the  law  limits  the 
distributions  to  a  percent  of  fund  balance  increases,  the  pension  is 
by  definition  funded  on  a  sound  basis.  Without  establishing  long- 
range  goals  and  objectives  and  making  statutory  revisions,  the 
accumulated  fund  balance  is  not  available  to  pay  pension  benefits. 
If  revisions  are  not  made  to  the  pension  plan,  and  the  fund  bal- 
ance continues  to  grow  at  a  rate  of  12.75  percent  (the  average 
growth  rate  for  the  past  seven  years),  the  fund  balance  will 
accumulate  to  over  $8.7  million   by   fiscal   year   1990-91. 

The  law  was  enacted  when   the  fund   balance  was  below  $1    million, 
The    restriction    on    benefit   distributions    was    intended    to   allow    the 
fund    balance    to   grow    enough    to    provide   a    solid    financial    position 
for    the    fund.      The    fund    may    now    be    financially    solvent   and    the 
restriction  may  be  obsolete. 

The  pension  plan  is  not  evaluated  by  an  actuary  as  are  the 
other  retirement  systems.  The  division  does  not  have  data  that 
would  enable  it  to  evaluate  the  projected  future  contributions  into 
the  plan  or  payments  by  the  plan.  Without  this  data,  the  division 
cannot  determine  whether  the  state  is  overfunding  the  pension  plan 
or  whether  benefit  payments  can  be  increased.  In  order  to  effec- 
tively manage  the  plan,  the  division  should  compile  information  on 
the  number  of  active  volunteer  firefighters  who  are  earning  credit 
for  the  plan,  their  date  of  birth,  and  number  of  years  of  qualified 
service,  etc.  Such  information  would  allow  an  actuarial  valuation 
to  be  performed  on  the  plan.  The  actuarial  valuation  should 
include  recommendations,  findings,  and  a  discussion  of  the  options 
available  to  the  state.  This  information  would  enable  the  division 
to  formulate  long-range  goals  regarding  the  plan's  accumulating 
fund  balance. 

In    the    prior    audit    we     recommended     the     division     establish 
long-range     goals     and      objectives     for     managing      the     Volunteer 


Firefighters'  Pension  Plan.  The  division  concurred  with  the  recom- 
mendation but  did  not  implement  it.  In  response  to  this  recommen- 
dation, a  division  official  said  the  division  would  request  budget 
authority  to  analyze  the  liabilities  of  the  Volunteer  Firefighters' 
Pension  Plan.  The  official  said  that  establishment  of  a  long-term 
policy  would  depend  on  the  1985  legislature's  budget  action.  The 
division  requested  funds  to  perform  the  analysis  and  the  1985 
legislature  approved  the  budget  request,  but  the  retirement  board 
decided  not  to  perform  the  study. 

RECOMMENDATION    #1 


WE   RECOMMEND   THE   DIVISION: 

A.  COMPILE  DATA  NECESSARY  TO  ALLOW  AN  ACTUARY 
TO  VALUE  THE  VOLUNTEER  FIREFIGHTERS'  PENSION 
PLAN. 

B.  OBTAIN  AN  ACTUARIAL  VALUATION  OF  THE  VOLUN- 
TEER   FIREFIGHTERS'    PENSION    PLAN. 

C.  ESTABLISH  LONG-RANGE  GOALS  AND  OBJECTIVES  FOR 
MANAGING  THE  VOLUNTEER  FIREFIGHTERS'  PENSION 
PLAN. 

ACTUARIAL  DATA 

The  division  provides  certain  data  to  its  actuary  each  bienni- 
um  for  use  in  evaluating  the  soundness  of  the  retirement  systems. 
Our  testing  of  this  actuarial  data  identified  three  areas  where  the 
division  provided  incorrect  information  to  the  actuary.  Those 
areas  are  as  follows: 

In  the  data  reported  to  the  actuary,  the  division  included  228 
members  as  being  both  retired  and  employed  at  the  same  time. 
Members  of  the  retirement  systems  should  be  reported  as 
either   retired  or  employed,    not  both. 

We  noted  instances  where  the  division  improperly  reported 
members  as  employed  when  those  members  had,  in  fact, 
terminated  employment.  Terminated  employees  should  be 
removed  from  active  status  by  the  division  prior  to  reporting 
the  data   to  the  actuary. 


We  noted  the  division  improperly  annualized  the  salaries  of  all 
part-time  employees.  This  caused  the  actuary  to  include 
these  part-time  employees  in  his  valuation  as  if  they  were 
full-time  employees.  The  division  should  have  reported  the 
actual  salaries  earned  by  part-time  employees  rather  than 
annualizing  their  salaries. 


According  to  the  actuary,  the  errors  discussed  above  caused 
an  overstatement  of  the  liabilities  of  the  retirement  systems  in  the 
actuarial  valuation.  The  errors  also  caused  an  overstatement  of 
salaries  and  caused  the  membership  in  the  retirement  systems  to  be 
overstated.  Since  the  division  does  not  have  the  correct  data 
available,  it  was  not  practical  for  us  to  determine  the  effect  of  the 
errors. 

The  systems'  actuary  believes,  based  on  his  review  of  the 
types  of  errors  that  we  found,  the  overall  results  of  the  July  1, 
1986,  actuarial  valuations  remain  valid.  However,  he  did  not 
attempt  to  recalculate  the  actuarial  valuations  using  the  correct 
information.  The  actuary  said  the  exact  impact  of  the  errors  could 
not  be  determined  without  performing  another  actuarial  valuation 
and  comparing   the  data  with  that  of  the  previous  valuation. 

Division  officials  acknowledge  that  erroneous  data  was  pro- 
vided to  the  actuary.  The  officials  believe  the  error  was  caused 
many  years  ago  when  an  actuary  first  specified  his  data  require- 
ments. The  official  believed  the  same  data  has  always  been  pro- 
vided to  the  division's  actuaries. 

Since  the  actuarial  valuation  is  only  as  reliable  as  the  infor- 
mation the  actuary  receives,  the  division  should  work  with  its 
actuary  to  determine  the  data  that  is  required  and  ensure  the  data 
provided   is  correct  and  accurate. 

RECOMMENDATION    #2 

WE  RECOMMEND  THE  DIVISION  ESTABLISH  PROCEDURES  TO 
ENSURE  IT  PROVIDES  ACCURATE  AND  COMPLETE  DATA  TO 
THE   SYSTEMS'   ACTUARY. 


EXPERIENCE   STUDIES 

In  the  prior  audit  we  recommended  the  board  adopt  a  policy 
regarding  the  performance  of  periodic  experience  studies.  The 
retirement  board  requires  that  an  experience  study  be  performed 
regarding  the  level  and  pattern  of  rates  of  termination  of  employ- 
ment among  different  groups  of  participants  at  various  ages  and 
experience  levels.  The  board  did  not  establish  a  policy  specifying 
which  studies  should  be  performed  and  how  often  the  division 
should  consider  whether  new  studies  are  necessary.  The  division 
concurred  with  the  prior  audit  recommendation  but  it  was  not 
implemented. 

In  a  plan  the  size  of  the  Public  Employees'  Retirement  System 
(PERS),  it  is  important  to  ensure  that  the  actuarial  assumptions 
are  indicative  of  expected  future  experience.  This  can  be  done  by 
an  experience  study  which  reviews  the  recent  past  experience  of 
the  plan  combined  with  a  projection  of  how  future  long-term  experi- 
ence may  differ  from  the  results  of  the  past.  Except  for  the 
study  of  terminations  which  was  presented  to  the  board  in  October 
1986,  the  last  formalized  experience  study  of  the  PERS  was  per- 
formed  in   1978. 

Experience  studies  performed  by  the  board  staff  should 
address  the  level  and  pattern  of  the  following: 

-  Investment   returns  on   PERS  assets, 

-  Salary  increases  among  participants  at  various  ages  and 
experience  levels, 

-  Rates  of  retirement  at  various  ages, 

-  Rates  of  disability  at  various  ages, 

-  Experience  with  regard  to  the  percentage  of  terminated  par- 
ticipants who  are  rehired  and  buy  back  their  previous  service 
credits. 

Each  experience  study  should  be  discussed  with  the  board 
and  the  results  used  to  assist  in  determining  the  actuarial  assump- 
tions as   part  of  the   funding    policy. 


RECOMMENDATION   #3 

WE    RECOMMEND    THE    BOARD    ADOPT    A    POLICY    REGARDING 

PERIODIC   EXPERIENCE   STUDIES. 


ACCOUNTING   CONCERN 

We  noted  a  concern  regarding  how  the  division  accounts  for 
administrative  expenses  recorded  in  the  division's  Pension  Trust 
Funds.  The  error  we  found  is  discussed  in  the  following  report 
section. 

Administration   Revenue  and   Expense 

The  division  did  not  properly  record  administration  revenue 
and  expense  on  the  state's  financial  records  in  accordance  with 
state  accounting   policy. 

The  division  recorded  its  administration  revenue  and  expense 
in  a  Pension  Trust  Fund's  administration  account.  At  fiscal  year- 
end  1985-86,  the  division  distributed  more  than  $800,000  of  admin- 
istration revenue  and  expense  to  the  various  retirement  systems. 
However,  when  it  made  the  distribution  to  the  retirement  systems, 
the  division  did  not  eliminate  revenue  and  expense  from  the  admin- 
istration account.  Consequently,  administration  revenues  amount- 
ing to  $825,000  and  expenses  amounting  to  $841,549  are  recorded 
twice  in  the  state's  Pension  Trust  Fund.  State  accounting  policy 
requires  that  there  be  no  duplication  of  revenues  and  expenses  on 
the  state's  accounting   records. 

In  addition,  the  division  improperly  classified  the  adminis- 
tration expense  as  benefit  payments  on  the  accounting  records  for 
all  retirement  systems  except  for  PERS.  State  accounting  policy 
requires  that  expenses  be  properly  classified  on  the  state's  ac- 
counting records.  Because  these  expenses  represent  personal 
services  costs  and  other  costs  associated  with  operations,  the 
expenses   should   not  be  classified  as  benefit  payments. 

A  division  official  indicated  the  double  counting  of  adminis- 
tration   revenue  and   expense   was   due   to  an   oversight   on   his   part. 


He  said  the  expenses  were  improperly  classified  as  benefit  pay- 
ments because  the  SBAS  responsibility  centers  were  not  coded  to 
accept  the  operating  expense  classification.  The  official  indicated 
the  double  counting  and  improper  classification  concerns  will  be 
corrected   in   fiscal   year  1986-87. 

RECOMMENDATION    #4 

WE   RECOMMEND   THE   DIVISION: 

A.  ESTABLISH  PROCEDURES  TO  ENSURE  REVENUE  AND 
EXPENSES  ARE  RECORDED  ONLY  ONCE  ON  THE 
STATE'S  ACCOUNTING    RECORDS. 

B.  PROPERLY  CLASSIFY  EXPENDITURES  ON  THE  STATE'S 
ACCOUNTING   RECORDS. 


DISCLOSURE    ISSUES 

The  following  two  report  sections  discuss  significant  issues 
which  we  believe  warrant  disclosure.  Since  division  officials  are 
aware  of  the  concerns  and  they  have  outlined  procedures  to  remedy 
them,  we  have  included  these  two  report  sections  for  disclosure 
purposes  only  and  we  do  not  make  recommendations  to  the  divi- 
sion. 

Judges'   Retirement  System   Funding 

Supreme  Court  justices  and  district  court  judges  are  members 
of  the  Montana  Judges'  Retirement  System  (MJRS).  This  retire- 
ment system,  established  in  1967,  currently  has  ^41  contributing 
members. 

The  MJRS  is  funded  by:  1)  member  contributions  (which 
vary  from  6  to  7  percent  of  a  judge's  salary);  2)  state  of  Montana 
contributions  (6  percent  of  member  salaries);  3)  district  court  fees 
up  to  31  percent  of  the  salaries  paid  district  court  judges  and 
Supreme  Court  justices;  and  4)  25  percent  of  selected  Supreme 
Court  fees. 


During  our  audit  we  determined  tliat  there  was  a  shortfall  in 
funding  for  the  MJRS  for  the  two  fiscal  years  ended  June  30, 
1986.  Inadequate  funding  occurred  when  district  court  fees  col- 
lected were  insufficient  to  reach  the  31  percent  of  judges'  salaries 
funding  requirement.  Judicial  Branch  personnel  indicated  the 
dollar  amount  of  district  court  fees  collected  was  less  than  antic- 
ipated. Also  four  additional  district  court  judges  were  added  in 
January  of  1985,  which  made  reaching  the  31  percent  funding 
requirement  even  more  difficult.  The  shortfall  in  funding  was 
disclosed  in  the  last  two  audit  reports  issued  for  the  Judicial 
Branch.  The  issue  of  inadequate  funding  for  the  MJRS  was  ad- 
dressed by  the  1983  Legislature.  Legislation  passed  which  amended 
sections  19-5-402  and  19-5-404,  MCA,  to  increase  contributions  to 
the  MJRS,      A   shortfall   in   funding  continues  to  exist. 

The  division  reported  MJRS  received  $26,287  less  than  antic- 
ipated in  fiscal  year  1984-85  and  $77,037  less  than  anticipated  in 
fiscal  year  1985-86.  This  represents  a  4  percent  shortfall  in  court 
fee  revenue  in  fiscal  year  1984-85  and  a  15  percent  shortfall  in 
fiscal  year  1985-86.  The  MJRS  reported  an  unfunded  liability  of 
$5,061,998  at  July   1  ,    1986. 

A  division  official  indicated  that  the  shortfall  in  funding  for 
the  Judges'  Retirement  System  may  be  temporary.  He  said  that  if 
it  continues  during  the  next  biennium  he  will  assess  the  impact  on 
the  funding  for  the  Judges'  Retirement  System  and  consider 
whether  to  request  additional  funding  for  the  system.  The  divi- 
sion's actuary  said  that  the  funding  shortfall  was  not  taken  into 
account  when  he  prepared  his  valuation.  Because  the  shortfall 
was  not  reported  to  the  actuary,  the  actuary  prepared  his  valua- 
tion based  on  revenues  reported  to  him  by  the  division.  Since  the 
division  estimated  court  fee  revenues  based  on  31  percent  of 
judges  salaries,  the  actuary  used  the  same  overstated  revenue  in 
his  actuarial  valuation. 
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Age  Discrimination 

in  October  1986  the  fedemi  government  enncted  legislation 
which  prohibits  employers  from  requiring  employees  to  retire  bnsed 
on  age.  This  new  federal  statute  appears  to  be  in  conflict  with  a 
state  law  that  requires  judges  to  retire  after  reaching  age  70  or 
forfeit  their  retirement  allowance.  The  state  law  allows  judges  to 
complete  their  term  if  elected  prior  to  their  70th  birthday.  Judges 
elected  after  their  70th  birthday  must  forfeit  their  retirement 
allowance  and  may  only  receive  their  contribution  amount  paid  into 
the   retirement  system. 

A  division  official  indicated  he  plans  to  review  the  federal 
legislation  to  determine  whether  a  conflict  in  law  exists.  If  a 
conflict  exists,  then  the  division  will  introduce  legislation  during 
the  1987   legislative  session   to  amend   state  law. 
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AUDITOR'S   OPINION    LETTER 
AND  AGENCY   FINANCIAL  SCHEDULES 


SUMMARY   OF  AUDIT  OPINION 

The  auditor's  opinion  issued  in  this  report  is  intended  to 
convey  to  the  reader  of  the  financial  schedules  the  degree  of 
reliance  that  can   be  placed  on   the  amounts  presented. 

The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  without  adjustments  for 
errors  noted  during  the  audit.  This  is  done  to  convey  the  degree 
of  reliance  users  may  place  on  this  SBAS   information. 

The  qualified  opinion  on  the  Schedule  of  Revenues,  Expenses, 
and  Changes  in  Fund  Balances  for  the  fiscal  year  ended  June  30, 
1986,  denotes  the  reader  should  use  caution  when  using  the  finan- 
cial information  on  this  schedule.  This  schedule  is  misstated 
because  the  division  improperly  recorded  administration  revenues 
and  expenses  twice  on  its  financial  records  in  fiscal  year  1985-86 
as  described  in  paragraph  three  of  the  opinion  letter  and  as 
discussed  on   page  8  of  this   report. 

The  unqualified  opinion  on  the  remaining  schedules  presented 
means  that  the  schedules  are  fairly  stated  in  all  material  respects 
and  that  the  user  can   rely  on  the  information   presented. 


SCOTTA.SEACAT 

LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JAMES  GILLETT 

FINANCIAL  COMPLIANCE  AUDITS 

JIM  PELLEGRINI 

PERFORMANCE  AUDITS 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana   State   Legislature: 

We  have  examined  the  Schedule  of  Assets,  Liabilities,  and 
Fund  Balances  of  the  Public  Employees'  Retirement  Division  as  of 
June  30,  1986  and  the  Schedules  of  Revenues,  Expenses,  and 
Changes  in  Fund  Balances  for  each  of  the  two  fiscal  years  ended 
June  30,  1985  and  1986,  as  shown  on  pages  14  through  25.  Our 
examination  was  made  in  accordance  v;ith  generally  accepted  audit- 
ing standards  and,  accordingly,  included  such  tests  of  the  ac- 
counting records  and  such  other  auditing  procedures  as  we  con- 
sidered  necessary   in   the  circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the  divi- 
sion's financial  schedules  are  prepared  in  accordance  with  state 
accounting  policy.  Accordingly,  the  accompanying  financial  sched- 
ules are  not  intended  to  present  financial  position  and  results  of 
operations  in  conformity  with  generally  accepted  accounting  princi- 
ples. 

The  division  improperly  recorded  administration  revenues  and 
expenses  twice  on  its  financial  records  in  fiscal  year  1985-86  as 
discussed  in  more  detail  in  Mote  8.  As  a  result,  on  the  Schedule 
of  Revenues,  Expenses,  arid  Changes  in  Fund  Balances  for  the 
Pension  Trust  Funds  for  the  fiscal  year  ended  June  30,  1986,  the 
following  accounts  are  overstated  or  (understated):  Revenue  by 
$825,000;  Expenses  by  $841,549;  Prior  Year  Adjustments  by 
$(12,846);    and   July   1,    1985    Fund    Balance  by   $29,395. 
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In  our  opinion,  except  for  tine  effect  of  the  matter  discussed 
in  paragraph  three,  the  Schedule  of  Revenues,  Expenses,  and 
Changes  in  Fund  Balances  presents  fairly  the  results  of  operations 
and  changes  in  fund  balances  of  the  Public  Employees'  Retirement 
Division  for  the  fiscal  year  ended  June  30,  1986,  in  conformity 
with  the  basis  of  accounting  described  in  Note  1  ,  which  except  for 
the  change,  with  which  we  concur,  in  the  method  of  recording 
interest  receivables  as  described  in  note  3,  has  been  applied  on  a 
consistent  basis. 

In  our  opinion,  the  following  schedules  present  fairly  the 
financial  position  of  the  Public  Employees'  Retirement  Division  as  of 
June  30,  1986,  and  the  results  of  operations  and  changes  in  fund 
balances  for  the  fiscal  year  ended  June  30,  1985,  in  conformity 
with  the  basis  of  accounting  described  in  Note  1  ,  which  except  for 
the  change,  with  which  we  concur,  in  the  method  of  recording 
interest  receivables  as  described  in  note  3,  has  been  applied  on  a 
consistent  basis. 


Schedule   Name 


Fiscal  Year 


Schedule  of  Assets,  Liabilities, 
and  Fund  Balances  -  Pension  Trust 
and  Agency  Funds 

Schedule  of  Revenues,  Expenses, 
and  Changes  in  Fund  Balances  - 
Pension  Trust  Funds 


As  of  June  30,  1986 


1984-85 


Respectfully   submitted, 

jimes  Cillett,    CPA 
Deputy   Legislative  Auditor 


October   10,    1986 
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PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
SCHEDULE  OF  ASSETS.  LIABILITIES,  AND  FUND  BALANCES 
PENSION  TRUST  AND  AGENCY  FUNDS 
JUNE  30,  1986 


*PERS 


PENSION  TRUST  FUNDS 


Municipal      Game  Highway  Unified      Volunteer 

Police       Wardens'     Sheriffs'     Patrolmen     Judges'     Firefighters'  Firefighters' 


AGENCY  FUND 


Administration   Social  Security 


Assets 
Cash 

Accounts  Receivable 
Investments** 
Unamortized  Deferred  Gains 

and  Losses 
Land 
Buildings  Less  Accumulated 

Depreciation 
Equipment  Less  Accumulated 

Depreciation 
Merchandise  Inventory 
Total  Assets 


$   A, 166,504 

13,033,702 

529,015,756 

13,079,429 
25,000 

100,711 


$    10,931 

2,947,676 

19,213,081 

182,876 


$    5,368 

212,944 

6,722,295 

162,349 


;    39,398 

550,307 

18,743,226 

147,705 


i    45,792 

388,363 

15,090,448 

340,947 


;    4,905 

346,278 

7,481,734 

61,667 


$    199,626 

3,264,294 

17,312,278 

(220,818) 


$ 


1,724 

622,632 

4,125,256 

50,981 


$559,421,102   $22,354,564   $7,102,956   $19,480,636    $15,865,550   $7,894,584    $20,555,380   $4,800,593 


$  32,797 
75,354 


74,199 

6,108 

$188,458 


$   761,853 

585,214 

2,497,147 


$3,844,214 


Liabilities 
Accounts  Payable 
Due  to  the  Federal 

Government 
Deferred  Revenue 
Compensated  Absences 
Total  Liabilities 


$    377,017 


310 

53,877 

431,204 


$    11,958 


11,958 


10 


10 


300 


300 


$188,458 


188,458 


$   88,839 


3,755,375 


1 


3,844,214 


Fund  Balance 

Total  Liabilities  and  Fund 
Balance 


558,989,898    22,354,564    7,090,998    19,480,636 


15,865,540    7,894,584 


20,555,380    4,800,293 


$559,421,102   $22.354,564   $7,102,956   $19,480,636    $15,865,550   $7,894,584    $20,555,380   $4,800,593 


-0- 


$188,458 


-0- 


$    -0- 


*For  explanation  of  retirement  system  abbreviations  see  page  22. 
**Includes  unamortized  discounts  and  premiums. 

See  footnote  7  on  page  21. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  Syst 
financial  schedules  on  pages  17  through  25. 


em. 


Additional  information  is  provided  in  the  notes  to  the 
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Revenues : 
Retirement  Contributions: 
Member 
Employer 
State 
investment  Income  and 
Dividends 
Fines  and  Forfeitures 
Court  Fees 

License  Fee  Collections 
Payback  of  Annuity  Savings 

Interest 
Social  Security  Transfers 
Miscellaneous 

Total  Revenues 

Expenses : 

Benefit  Payments 

Refund  of  Member  Contri- 
bution and  Interest 

Refund  of  Employer  Con- 
tribution 

Consulting  Services 

Compensated  Absences 

Local  Assistance 

Personal  Services 

Operating  Expenses 

Equipment 

Total  Expenses 

Excess  Revenues  Over  (Under) 
Expenses 

Fund  Balance  July  1,  1985 

Prior  Year  Adjustments 

Direct  Entries  to  Fund  Balance 

Fund  Balance  June  30,  1986 


PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
SCHEDULE  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  FUND  BALANCES 

PENSION  TRUST  FUND"s 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1986 


*PERS 


Municipal 
Police 


Game 
Wardens ' 


Sheriffs' 


$26,402,314   $   631,450   $   177,302   $   822,921 


27,917,370 
58,420,819 


1,201,219 
2,339,066 

2,491,746 


158,392 


785,607 
221,265 


892,416 


2,364,725 


Highway 
Patrolmen 


$   487,531 
881,180 


1,648,849 
650,618 


Judges' 


Unified      Volunteer 
Firefighters'  Firefighters'  Administration 


127,395   $    538,397 

125,992    1,236,716 

2,759,542 

827,508    2,305,564 

648,135 


15,610 

1,489 

26,451 

112,782,564 

6,663,481 

1,342,566 

4,080,062 

3,668,178 

1,729,030 

6,841,708 

36,595,794 

3,479,872 

386,582 

318,803 

981,127 

439,478 

3,500,724 

8,014,380 

68,764 

16,353 

308,047 

1,696 

1,577 

32,681 

180,709 

10,433 

1,362 

3,091 

4,309 

588,015 


45,386,298    3,559,069 


402,935 


626,850 


982,823 


442,417    3,533,405 


67,396,266  3,104,412  939,631  3,453,212  2,685,355  1,286,613  3,308,303 

481,776,469  18,792,333  5,977,754  15,649,316  12,879,547  6,474,664  16,861,884 

9,807,627  457,819  169,189  392,720  297,397  133,307  375,015 

9,536  4,424  (14,612)  3,241  10,178 


$    6,270 
500,000 

463,586 


969,856 


532,008 


20,700 


552,708 

417,148 

4,195,104 

188,041 


$558,989.898   $22.354.564   $7,090,998   $19,480,636   $15,865,540   $7,894,584   $20,555,380    $4,800,293 


$825,000 


825,000 


486,506 

354,612 

431 

841,549 


(16,549) 
17,581 

(12,846) 
11,814 
$  -0- 


*For  explanation  of  retirement  system  abbreviations  see  page  22. 
See  footnote  3  on  page  19. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
ules  on  pages  17  through  25. 


Additional  information  is  provided  in  the  notes  to  the  financial  sched- 
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*PERS 


PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
SCHEDULE  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  FUND  BALANCES 

PENSION  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1985 

Municipal      Game  Highway  Unified      Volunteer 

Police      Wardens'      Sheriffs'     Patrolmen    Judges'   Firefighters'  Firefighters '   Administration 


Revenues 


Retirement   Contributions: 

Member 

$   25: 

,821,440 

$ 

577 

,408 

Employer 

26, 

,827,810 

1 

,211, 

,033 

State 

2: 

,101: 

,245 

Investment   Income 

and   Dividends 

46, 

,846,364 

1; 

,787: 

,443 

Fines   and   Forfeitures 

Court    Fees 

Payback  of  Annuity   Savings 

Interest 

7,955 

Social   Security  Transfers 

Miscellaneous                              ^ 
Excess   Unfunded   Liability 

25,861 

5 

_5: 

95: 

,772: 

,367 

Total  Revenues 

99, 

,529,430 

,501 

$   157,073   $    784,899   $    399,591   $   123,853   $    520,534 
158,896      842,733      889,408     121,545    1,549,402 

2,431,330 


562,444 
260,860 


20 


1,624,711     1,248,465 


1,139,293    3,252,343 


612,381 
608,812 


:, 537, 464        1,466,591 


1,549,848 


6,051,114 


338,742 
407,362 


746,104 


$750,000 


750,000 


Expenses 

Benefit   Payments 

Refund   of   Member   Con- 
tribution  and    Interest 

Refund   of    Employer   Con- 
tribution 

Rent   Expense 

Local  Assistance 

Personal    Services 

Operating   Expenses 

Equipment 

Total  Expenses 

Excess  Revenues  Over  (Under) 
Expenses 

Fund  Balance,  July  1,  1984 

Prior  Year  Adjustments 

Direct  Entries  to  Fund 
Balance 


31,237,495 

7,961,200 

467,550 
28,740 


39,694,985 

59,834,445 
422,064,396 
(144,459) 


22,087 


3,151,288 
108,186 


3,259,474 

2,513,027 
16,881,644 
(602,338) 


1 


301,160 
3,776 


304,936 

834,357 

5,142,428 

969 


242,054 
219,950 


462,004 


2,790,339 

12,870,349 

298 


(11,670) 


843,029 
1,911 


844,940 


1,692,524 

11,183,276 

3,277 


470 


417,235 


1,049,356 
5,425,308 


3,216,785 
16,098 


417,235    3,232,883 


2,818,231 
14,719,801 
(676,148) 


1 


267,869 


19,950 


287,819 

458,285 

3,736,128 
691 


Fund  Balance,  June  30,  1985   $481,776.469   $18,792,333   $5,977,754   $15,649,316   $12,879,547   $6,474,664   $16,861,884   $4,195,104 


*For  explanation  of  retirement  system  abbreviations  see  page  22. 

^See  footnote  3  on  page  19. 

See  footnote  5  on  page  20. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 

ules  on  pages  17  through  25. 


481,038 
227,589 
(4,979) 
703,648 


46,352 
(20,233) 
(8,538) 

$  17,581 


Additional  information  is  provided  in  the  notes  to  the  financial  sched- 
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PUBLIC   EMPLOYEES' 

RETIREMENT 

DIVISION 

NOTES   TO 

THE   FINANCIAL 

SCHEDULES 

TWO    FISCAL 

YEARS 

ENDED 

JUNE 

30,    1986 

1  .      SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 

The  following  is  a  summary  of  significant  accounting  policies 
for  the  Public  Employees'   Retirement  Division. 

Basis  of  Presentation 

The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  without  adjustments. 
Accounts  are  organized  on  the  basis  of  funds  according  to  state 
law.      The  following   funds  are  used  by  the  division: 

Pension  Trust  Fund  -  A  trust  fund  is  used  to  account  for 
assets  held  by  the  division   in  a   trustee  capacity. 

Agency  Fund  -  To  account  for  Social  Security  Administration 
assets  held  in  trust  by  the  division  as  an  agent  for  the 
federal  government. 

Basis  of  Accounting 

The  Public  Employees'  Retirement  Division  uses  the  accrual 
basis  of  accounting  for  its  Pension  Trust  Funds  and  the  modified 
accrual  basis  of  accounting  for  its  Agency  Fund.  Under  the 
accrual  basis  of  accounting,  revenue  is  recorded  when  earned,  and 
an  expense  is  recorded  when  incurred.  Under  the  modified 
accrual  basis  of  accounting  revenue  is  recorded  when  it  is  measur- 
able and  available  to  finance  current  period  expenditures,  and 
expenditures  are  recorded  for  valid  obligations.  A  valid  obligation 
exists  when  the  associated  liability  is  incurred  except  for  the 
following  items  which  are  also  considered  valid  obligations  under 
state  accounting  policy. 

-  If  the  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  service  contract  may  be 
accrued  even  though  the  services  are  rendered  in  fiscal  years 
subsequent  to  the  fiscal  year  in  which  the  expenditure  is 
accrued. 
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The  anticipated  cost  of  equipment  is  expensed  in  tine  fiscal 
year  in  which  budgeted. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year  in  which  the  anticipated  expenditure  is  to  be  accrued. 


Vacation  and  Sick   Leave 

Employees  for  the  division  accumulate  both  vacation  and  sick 
leave.  Employees  are  paid  for  100  percent  of  unused  vacation  and 
25  percent  of  unused  sick  leave  credits  upon  termination.  Expen- 
ditures for  compensated  absences  currently  are  absorbed  in  the 
annual  operating  costs  of  the  division.  The  liability  amount  asso- 
ciated with  unused  annual  and  sick  leave  at  June  30,  1986,  is 
$16,510   for  annual   leave  and   $37,367   for  sick   leave. 

Valuation  of  Investments 

Investments  are  stated  at  cost.  Securities  and  mortgages 
included  in  the  divisions  investments  are  increased  by  the  amount 
of  unamortized  bond  premiums  and  decreased  by  unamortized  bond 
discounts. 

The  market  value  of  the  investments  as  of  June  30,  1986, 
were  as   follows: 

Retirement  System  Market  Value 

PERS  $618,017,007 

Municipal  Police  21,371,811 

Game  Wardens'  7,521,516 

Sheriffs'  21,053,106 

Highway  Patrol  16,666,877 

Judges'  8,415,476 

Unified  Firefighters'  18,493,931 

Volunteer  Firefighters'  4,462,717 

Social  Security  2,550,000 

Losses  on   Bond  Swaps 

The  deferral  and  amortization  method  was  used  for  accounting 
for  gains  and  losses  on  bond  swaps,  i.e.,  the  unamortized  de- 
ferred gains  or  losses  are  written  off  over  the  life  of  either  the 
bond  sold  or  acquired,   whichever  is   less. 
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2.      UNFUNDED  ACCRUED   LIABILITY 

The  method  of  funding  employed  in  the  actuarial  valuation  of 
the  retirement  systems  as  of  July  1,  1986,  is  commonly  referred  to 
as  the  entry  age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  the  system,  as  well  as  an  unfunded  percentage  of 
total  salaries  required  to  fund  the  benefits,  assuming  this  percent- 
age had  been  contributed  since  each  member's  entry  into  the 
system. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
system  and  the  present  value  of  expected  future  contributions  for 
normal  costs.  The  unfunded  accrued  liability,  the  amortization 
period,  and  the  actuarial  soundness  of  the  retirement  systems 
determined  as  of  June  30,  1986  by  the  systems  actuary  were  as 
follows: 


Unfunded 

Number  of 

Liability 

Years  Required 

at 

to 

Amortize  the 

Retirement  System* 

July  1,  1986 

Unfunded  Liability 

Public  Employees' 

$275,203,197 

28.2 

Judges' 

5,061,998 

49.6 

Game  Wardens' 

3,046,933 

18.6 

Highway  Patrol 

20,900,452 

37.3 

Sheriffs' 

0 

0 

Municipal  Police  Officers' 

34,759,407 

33.6 

Firefighters'  Unified 

49,126,785 

40.2 

*The  systems'  actuary  determined  these  retirement  systems  are 
funded  on  an  actuarially  sound  basis. 


Source:   The  actuarial  valuations  dated  July  1,  1986 

3.   PRIOR  YEAR  ADJUSTMENTS 

The  division  recorded  prior  year  revenue  adjustments  in  fiscal 
year  1985-86  which  resulted  from  the  Department  of 
Administration's  decision  to  change  state  accounting  policy  and 
record    interest    receivable    on    the    states    accounting    system.       In 
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addition,  in  fiscal  year  1984-85  the  division  changed  its  accounting 
for  state  contributions.  it  no  longer  accrues  the  estimated 
January  to  June  taxes  received  on  insurance  premiums  to  be  paid 
by  the  State  Auditor's  Office  to  the  Municipal  Police  and  Unified 
Firefighters'   Retirement  Systems. 

4.  DIRECT   ENTRIES   TO   FUND   BALANCE 

Direct  entries  to  fund  balance  were  primarily  adjustments  to  a 
prior  year  for  employee  and  employer  contributions. 

5.  EXCESS   UNFUNDED    LIABILITY    REVENUE 

Excess  Unfunded  Liability  revenues  are  employer  contributions 
made  by  cities  to  pay  for  their  share  of  the  unfunded  liability 
which  had  accrued  to  Municipal  Police  Retirement  System  prior  to 
June  30,  1982.  In  fiscal  year  1985-86,  because  of  a  change  in 
state  law,  the  state  began  making  the  payments  on  this  unfunded 
liability   from  the  taxes   received  on   insurance  premiums. 

6.  ACTUARIAL  ASSUMPTIONS 

The  actuarial  valuation  as  of  July  1.  1986,  has  changed 
certain  actuarial  assumptions   for  the   retirement  systems. 

The  systems'  actuary  changed  the  cost-of-living  assumption 
from  a  6.5  percent  increase  to  a  4  percent  increase  for  each  of  the 
next  five  years.  This  was  done  to  better  reflect  the  anticipated 
cost-of-living  adjustments  in  the  near  future.  After  the  five-year 
period   the  cost-of-living   rate  increase  will   return   to  6.5   percent. 

The  result  of  this  change  was  a  reduction  in  the  liability  for 
active  members,  and  a  similar  reduction  in  the  present  value  of 
projected  future  salaries.  The  unfunded  liability  decreased 
disproportionately  which  resulted  in  a  reduction  in  the  required 
funding   period. 

A  change  has  also  been  made  in  the  method  of  funding  the 
unfunded  past  service  liability.  An  amortization  schedule  has  been 
established  which  will  amortize  the  liability  as  of  July  1,  1984, 
over    a     40-year     period.       Any     actuarial     gain     or     loss     from    the 
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July  1,  1986.  actuarial  valuation  is  amortized  over  a  separate 
40-year  period.  The  new  amortization  schedule  will  allow  new 
liabilities  determined  from  eact)  valuation  to  be  funded  over  a 
40-year  period.  The  funding  period  for  past  liabilities  will 
decrease   two  years   in   each   future  biennial   valuation. 

7.  DUE   TO   THE   FEDERAL  GOVERNMENT 

The  due  to  the  federal  government  account  classification 
reports  the  Social  Security  contributions  collected  which  will  be 
paid  to  the  Social  Security  Administration.  Included  in  this 
account  is  approximately  $65,000  of  interest  earnings  on  invest- 
ments which   is  Due  to  the  State's  General   Fund. 

8.  ADMINISTRATIVE   COSTS 

In  fiscal  year  1984-85  the  division  recorded  all  of  its  adminis- 
trative revenue  and  expenses  in  the  administration  accounting 
entity.  In  fiscal  year  1985-86  the  division  changed  its  accounting 
policy  and  began  allocating  the  administrative  revenue  and  ex- 
penses to  each  of  the  retirement  systems.  However,  the  division 
did  not  eliminate  the  revenue  and  expense  in  the  administration 
accounting  entity  after  the  allocation.  Therefore,  administrative 
revenue  and  expense  is  counted  twice  on  ttie  Schedule  of  Reve- 
nues. Expenses,  and  Changes  in  Fund  Balances  for  the  fiscal  year 
ended  June  30,  1986.  The  following  accounts  are  over  or 
{under)stated   in   the  administration  accounting  entity: 

Revenue  $825,000 

Prior  Year  Adjustments  (12,846) 

Expenses  841,549 

July  1,  1985  Fund  Balance  29,395 

The  cost  of  administering  the  retirement  systems  also  were 
not  properly  classified  on  SBAS  for  fiscal  year  1985-86  for  each  of 
the  retirement  systems  except  PERS.  The  cost  of  administering 
PERS  is  reported  as  operating  costs  while  it  is  included  as  benefit 
payments  for  the  other  systems.  Benefit  payments  are  overstated 
and  operating  expenses  are  understated  by  the  following  amounts. 
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Municipal  Police  $16,254 

Game  Wardens'  3,142 

Sheriffs'  12,379 

Highway  Patrolmen  7,013 


Judges'  $  2,238 

Unified  Firefighters'      16,089 
Volunteer  Firefighters'     6,157 


9.      EQUIPMENT   EXPENSES 

Equipment  expenses  are  recorded  on  SBAS  due  to  accounting 
errors.  Equipment  should  be  capitalized  rather  than  expensed. 
Expenses  in  the  administration  account  are  overstated  by  $431  in 
fiscal  year  1985-86  and  understated  by  $4,979  in  fiscal  year 
1984-85.  On  the  Schedule  of  Assets,  Liabilities,  and  Fund  Bal- 
ances at  June  30,    1986  equipment  was  understated  by  $431. 

10.      CONTINGENT   LIABILITY 

The  federal  government  compared  Social  Security  Vtfithholdings 
reported  on  Internal  Revenue  Service  (IRS)  VV-2  forms  with 
deposits  made  to  the  Social  Security  Administration  by  the 
division.  The  federal  government  billed  PERD  for  the  unreconciled 
difference  of  $18,824,166.  While  PERD  believes  that  it  will  be  able 
to  reconcile  nearly  all  of  the  difference,  a  contingent  liability 
existed  as  of  June  30,  1986  in  the  amount  of  $18,824,166  for  the 
Social   Security  Agency   Fund. 


11.      ABBREVIATIONS 

The    financial    statements    include    acronyms    abbreviating    each 


retirement  system, 

PERS 
Municipal   Police 


Game  Wardens' 

Sheriffs' 

Highway  Patrolmen 

Judges' 

Unified   Firefighters' 

Volunteer  Firefighters 

Administration 


The  abbreviations  are  explained  below. 

Public  Employees'   Retirement  System 
Municipal   Police  Officers'   Retirement 

System 
Game  Wardens'   Retirement  System 
Sheriffs'   Retirement  System 
Highway   Patrol   Retirement  System 
Judges'   Retirement  System 
Firefighters'   Unified   Retirement  System 
Volunteer  Firefighters'   Pension   Plan 
Used  to  record  Administration   Revenues 

and   Expenses  of  the  Public  Employees' 

Retirement  Division 
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12.      CONTRIBUTION,    BENEFIT,    AND    REFUND    RATES 

The  follov/incj  schedules  summarize  the  contribution,  benefit, 
and  refund  rates  for  each  retirement  system  and  for  the  Volunteer 
Firefighters'   Pension   Plan. 

SCHEDULE   OF  CONTRIBUTION    RATES 


Employee 


PERS 
Judges ' 


Highway   Patrolmen 

Sheriffs' 
Game  Wardens' 
Municipal   Police 


Unified   Firefighters' 


6% 


6%  -  Judges  first 
elected  or  appointed 
before  7/1/83.   7%  - 
Elected  or  appointed 
on  or  after  7/1/83. 


7.59% 


7% 

7% 

6%  -  Employed  on 
6/30/79.   7.5%  - 
Employed  after 
6/30/79. 


Volunteer  Firefighters'    None 


6% 


Employer 

6.417% 

6% 


26.75% 

7. 67% 

7.9% 

13.02% 


None 


13.02% 


Additional  State 


31%  of  salaries 
paid  to  District 
Judges  and  Supreme 
Court  Justices  in 
system,  plus  25%  of 
Supreme  Court  fees. 

A  portion  of  fees  as 
provided  in  section 
61-5-121,  MCA. 


Fines  and  forfeitures, 
15.06% 


5%  of  fire  insurance 
premium  tax. 

22.98%  from  insurance 
premium  tax. 
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BENEFITS 
Retirement 
(Age  Requirement) 


SCHEDULE  OF  BENEFIT,  AND  REFUND  RATES 

JUDGES'  HIGHWAY  PATROLMEN 


50-actuarially  reduced 
benef 1 t . 

60-Wi  til  5  years  service . 
65-No  minimum  service 
requi  rement . 


65 -With  5  years  service 
Forfeiture  of  allowance 
after  age  70  or  end  of 
term  occurring  while 
turning  70 . 


50-With  20  years  service 
(for  those  hired  after 
7/1/85). 


SHERIFFS' 


55-With  25  years  service. 
55-With  20  years  servlce- 
actuarlally  reduced  bene- 
fit. 


(Service  RequI rement) 


Any  age  jfter  30  years 
service . 

Any  age  after  25  years 
service  -  Actuarially 
reduced  benefit . 


See  above. 

( In  vol  tiiitary  retirement 

benefits  also  .ivailable). 


20  years  service  (for 
hired  before  7/1/85). 
C Involuntary  retirement 
reduced  from  age  60). 


See  above. 

20  years  of  service  at 
age  55.   ( Involuntary 
retirement  with  10 
years  service) . 


Formula 

(Service  Retirement) 


1/60  X  service  credits 
X  F.A.S.* 


3  1/3%  X  service  credits 
(15  years  maximum)  X  cur- 
rent annual  salary  -i-    12, 
plus  12   salary  for  each 
year  of  service  after  15 
years. 


2%   X  service  credits  X 
F.A.S.*  (minimum 
benefit  allowance 
also  in  effect) . 


2%   X  service  credits 
X  F.A.S.*  up  to  25 
years  plus  I .35%  F.A.S. 
for  service  in  excess 
of  25  years  (up  to  maxi- 
mum of  60Z  F.A.S.) . 


DISABILITY  RETIREMENT 
(Non-Duty  Related) 


Duty  or  non-duty  with  a 
minimum  of  5  years  ser- 
vice -  25%  of  F.A.S.  or 
90%  of  annuity,  normally 
paid  at  age  60,  whichever 
Is  greater. 


Actuarially  reduced  benefit 
before  age  60.   Regular  re- 
tirement allowance  after 
age  60. 


2%  X  years  of  service 
F.A.S. ,  actuarially 
reduced  from  age  60. 
(Minimum  benefit 
allowance  also  in 
effect.) 


2%  X  years  of  service 
X  F.A.S.  X  early  retire- 
ment factor. 


(Duty  related) 


See  above. 


i  current  annual  salary 
or  a  regular  retirement 
allowance ,  whichever  is 
greater . 


50%  of  F.A.S.,  regardless 
of  length  of  service. 
(Minimum  benefit  also 
in  effect.) 


J  F.A.S. 


DEATH  BENEFITS 

(Non-duty  related) 


(Duty  related) 


Duty  or  non-duty  - 
Member's  contributions 
and  accumulated  interest, 
plus  one  months  salary 
for  each  year  of  service 
up  to  a  maximum  of  6 
years . 

or 
If  a  member  had  a  minimum 
of  5  years  of  service,  the 
beneficiary  may  elect  a 
monthly  annuity. 

See  above. 


Contributions  and  accum- 
ulated interest . 

or 
The  actuarial  equivalent 
of  any  of  the  involuntary 
retirement  provisions . 


Regular  service  retire- 
ment benefit. 


Member  s  contributions 
and  accumulated  interest . 

or 
A  monthly  benefit  based  on 
the  actuarial  equivalent 
and  reduced  from  age  60. 
(Basic  formula  reduced  by 
the  early  retirement 
factor . )   (Minimum 
benefit  also  in  effect.) 


^  F.A.S.,  less  the  amount 
paid  to  the  beneficiary 
by  Workers'  Compensation. 
(Minimum  benefit  also  In 
effect.) 


Member 's  contributions 
and  accumulated  interest . 

or 
2%  X  years  of  service 
(25  years  maximum)  X 
F.A.S.  reduced  from 
age  65. 


J  F.A.S. ,  reduced  to  25% 
for  the  period  of  time 
the  beneficiary  receives 
Workers '  Compensat  ion . 


SOCIAL  SECURITY  BENEFITS 
REFUND  AT  TERMINATION 


Yes 

Contributions  and  accum- 
ulated interest.   (No 
service  requirement) 


Yes 

Contributions  only . 
(Accumulated  interest 
with  5  years  '>f  service) 


No 

Contributions  only. 
(Accumulated  interest  with 
10  years  of  .service.) 


Yes 

Contributions  and  accum- 
ulated Interest.   (No 
service  requirement.) 


F.A.S.* 


Kquals  average  of  lb   highest  consecutive  months  salaries  -  unless  otherwise  defined.   Firefighters'  Unified  -  average  of  last 
36  months  of  active  service,  or,  if  not  a  member  that  long,  over  period  of  membership. 


Monthly 

Compensation**  Full-paid  firefighter  -  regular  monthly  compensation,  excluding  overtime,  holiday  payments,  shift  differential  payments, 
compensatory  time  payments,  and  payments  in  lieu  of  sick  leave,  definition  different  for  part-paid  firefighters. 

"Serv  i  ce  cred  i  ts"  and  "years  of  serv  ict-"  .ire  tie  f  i  iu*tl  in  admin  is  t  rat  i  ve  rul  es. 
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C.AHE   WARDFNS' 


MUNICIPAL  POLICK 


VOl.UNTKKR  KIRKFIGHTKRS' 


UNIFIKI)  KIRKFIUHTKRS' 


50-Wlth  20  yt:ars  service. 


50  with  20  years  service. 
If  frr.ployed  after  7/1/75. 


5'>-Wl  th  20  years  service 
55-Wlth  10  years  service, 
p.irtl^l  under  special  con- 
d  1 1  ions  benef Its . 


50-WItli  10  years  service. 


See  above.  (Involuntary 
retirement  with  10  years 
service  at  age  55.) 


20  years  (for  those 
employed  and  covered  on 
7/1/75). 


2')  years  at  age  55 
lull  participation; 
10  years  at  age  55 
p-irtial  part  iclpat  ion. 


10  years  at  age  50. 


2Z  X  service  credits 
X  F.A.S.*. 


i  F.A.S.**  (F.A.S.  - 
highest  monthly  salary  - 
last  12  months)  plus  IX 
of  F.A.S.  for  each  year  of 
service  after  20  years. 
(Maximum  benefit  "  60Z  of 
F.A.S.)   (Minimum  benefit) 


2(1  years  service  -  maxi- 
mum $200  per  month  [Ser- 
vice  credits  t  20  (mln. 
of  i))  X  (excess  over 
$1  million  in  fund  (or 
9'>Z  of  Increased  balance 
wli lever  Is  smaller)  ♦ 
number  of  recipients] 
10-20  years  of  service  - 
prorated  amount . 


Hired  before  7/1/81  Regular 
ret  irement  -  J  final  monthly 
compensat Ion**,  plus  IZ  for 
each  year  In  excess  of  20. 
(Maximum  -  60Z  of  final 
month ly  compensat Ion  (PMC)** . ) 
Early  retirement  -  2Z  X 


final  monthly  compensation** 
X  service  credits  (maximum 
60Z  FMC).   Hired  on  or  after 
7/1/81.   10  or  more  years 
service  -  Age  50  -  2Z  X  F.A.S. 
X  service  credits  (maximum 
60Z  F.A.S.)   (Minimum  benefit, 
also) . 


2Z  X  years  of  service 
X  F.A.S.  -  actuarially 
reduced  from  age  50. 


i  F.A.S.  after  10  years 
of  service. 


Duty  or  non-duty  -  } 
F.A.S.  +  IZ  of  F.A.S.  for 
each  year  of  service  over 
20  years.   (Minimum  benefit) 


See  above. 


See  formula  for  Service 
Retirement  above. 


Duty  or  non-duty  -  Hired  before 
7/1/81  -  J  final  monthly 
compensation**,  plus  IZ  for 
each  year  In  excess  of  20. 
(Maximum  -  60Z  of  final  monthly 
compensation**.)   Hired  on  or 
after  7/1/81  -  i  F.A.S.*, 
plus  2Z   for  each  year  in  excess 
of  25,  up  to  a  maximum  of 
5  years  of  additional  service. 
(Minimum  benefit,  also) 

See  above. 


Member's  contributions, 
plus  accumulated  inter- 
est. 


Duty  cr  non-duty  -  spouse 
receives  J  F.A.S.  until 
death  or  remarriage . 
(+  IZ  of  F.A.S.  for  each 
year  of  service  over  20 
years)   (Minimum  benefit) 
Benefits  also  available 
for  dependent  children 
and  other  beneficiaries. 


Muty  or  non-duty  -  $4,000 
maximum  -  paid  to  the  ben- 
eficiary of  an  active  fire- 
man with  20  years  service. 
(Paid  monthly)   Also,  ben- 
efits available  for  bene- 
liclarfes  of  retired  fire- 
men with  10-20  years 
.<:ervice  and  dependent 
children. 


Duty  or  non-duty  -  Hired  before 
7/1/81  J  final  monthly  compen- 
sation**, plus  IZ  for  each 
year  in  excess  of  20.   (Maxi- 
mum -  60Z  of  final  monthly 
compensation**.)   Hired  on  or 
after  7/1/81  -  J  F.A.S. 
(max.  60Z  F.A.S.)   Benefits 
also  available  for  dependent 
children  and  other  beneficiaries 
(Minimum  benefit,  also.) 


)  F.A.S. ,  less  amount 
paid  to  beneficiary  by 
Workers '  Compensat  ion. 


See  above. 


.See  above,  plus  $1,500 
or  funeral  expenses, 
whichever  is  less. 


See  above. 


Ves 

Contributions  only. 
(Accumulated  interest 
with  10  years  of  ser- 
vice. ) 


No  N/A 

Contributions  only.  None. 

(Accumulated  interest  with 
10  years  of  service.) 


No 

Contributions  and  accumulated 
interest.   (No  service  re- 
quirement.) 
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AGENCY    RESPONSE 


DEPARTMENT  OF  ADMINISTRATION 

PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
&  SOCIAL  SECURITY  PROGRAM 


TED  SCHWINDEN,  COVERNOR 


STATE  OF  MONTANA' 


(406)444  3154 
(406) 444  2929 


1712  9TH  AVENUK 
HELENA.  MONTANA  S9liZ0 


January  22,  1987 


R5 


C  r^  T^  n- 


n 


Mr.   Scott  A.   Seacat 
Legislative  Au(3itor 
Capitol  Building 
Helena,  NfT     59620 
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Dear  Mr.  Seacat: 

Enclosed  is  my  written  response  to  the  reconmendations  contained  in  the 
audit  report  for  the  Public  Enployee's  Retirement  Division  for  the  two 
fiscal  years  ending  June  30,  1985  and  1986. 

The  Public  Rnployees'  Retirement  Board,  the  Director  of  the  Department  of 
Administration  and  I  have  reviewed  the  audit  report.  We  will  work  to 
implement  the  recommendations. 

We  appreciate  the  opportunity  to  respond  to  this  report  and  the 
professional  manner  in  which  the  audit  was  conducted. 

If  you  wish  to  discuss  my  responses,  please  contact  me  at  your 
convenience. 


Sincetjely, 


wrence  P.  /Nachtsheim 
Administrator 


IJ>N/lo 
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UN  eouAi  opponriiNiry  fupi  OYcn 


Recoimnendation  No.  1: 

We  recoinmend  the  Division: 

A.  Conpile  data  necessary  to  allow  an  actuary  to  value  the  Volunteer 
Firefighters'  pension. 

B.  Obtain  an  actuarial  valuation  of  the  Volunteer  Firefighters'  pension 
plan. 

C.  Establish  long-range  goals  and  objectives  for  managing  the  Volunteer 
Firefighters'  pension  plan. 


PERD's  Response: 

(a)  As  cited  in  the  last  audit  report,  we  concur  in  principal  with  the 
reconmendation.  The  funds  appropriated  for  the  study  were  not 
expended  by  the  Public  Enployees'  Retirement  Board  in  light  of  the 
budgetary  restraints  in  effect  for  all  state  government  which  had  the 
administrative  fund  of  the  division,  $2  million,  transferred  to  the 
general  fund  in  the  1986  special  session. 

Within  the  limits  of  current  personnel  resources,  the  retirement 
division  will  assign  available  personnel,  on  a  tenporary  basis,  to 
accumulate  the  data  necessary  to  recap  the  service  liability  to 
provide  a  manual  system  that  could  be  converted  to  an  automatic 
system,  if  deemed  cost  efficient. 

(b)  This  retirement  system  is  100%  funded  at  all  times  due  to  the  benefit 
limits  enacted  by  the  legitilature.  This  is  the  only  system 
administered  by  this  division  which  does  not  include  a  statutory 
provision  for  a  consulting  actuary. 

(c)  The  retirement  division  has  managed  this  system  since  1965,  without 
any  additional  personnel,  on  a  cost-effective  basis.  While  this 
system  is  the  second  largest  system  administered  by  the  division,  its 
assets  are  the  smallest.  During  the  last  biennium,  its  benefit 
payments  grew  from  $268,000  in  1985  to  $532,000  in  1986.  The  assets 
showed  the  smallest  growth  of  all  state-administered  retirement 
systems,  approximately  $600,000  in  1985-1986. 

Beginning  in  ^fc>ve^t)er,  1985,  the  Board  began  the  formulation  of  goals 
and  objectives  for  the  operation  of  all  PERD  administered  retirement 
systems  which  were  adopted  in  October  of  1986. 
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Reconnendation  ^fo.  2: 

life  recommend  the  Division  establish  procedures  to  ensure  it  provides 
accurate  and  conplete  data  to  the  system's  actuary. 


PERD's  Response: 

We  concur  in  this  recommendation.  The  PERD  currently  has  many  procedures 
in  place,  both  manual  and  automatic  corr^^uter  generated  edits,  to  ensure 
accurate  and  conplete  data  in  managing  the  assets  and  operations  of  the 
retirement  systems. 

In  the  current  actuarial  valuation,  a  human  error  allowed  ■?28  individuals 
to  be  included  on  both  the  active  manbership  tapes  involving  approximately 
36,000  records  and  the  retired  menfcers  with  about  10,000  records.  The 
error  was  reviewed  with  the  consulting  actuary  when  called  to  our 
attention  by  the  Legislative  Auditor. 

In  the  area  of  part-time  employees,  the  autonatic  procedure  used  for 
valuing  employees'  salaries  was  not  sophisticated  enough  to  differentiate 
between  full  time  and  part-time  enployees  and  resulted  in  an  overstatement 
of  the  annualized  salaries.  This  problem  was  also  reviewed  with  the 
consulting  actuary. 

Due  to  the  fact  that  actuarial  valuations  are  40  year  projections  and  the 
erroneous  data  would  affect  not  only  future  liabilities,  but  also 
off-setting  future  revenue  projected  on  the  same  basis,  it  was  the  opinion 
of  the  consulting  actuary  that  the  overall  results  of  the  valuation 
remained  valid. 

The  division  has  scheduled  a  review  of  the  problem  areas  with  the  actuary 
for  the  spring  of  1987  and  procedures  will  be  reviewed  to  overcome  the 
short-falls  of  the  current  procedures. 

Also,  salaries  for  the  PERS  are  being  independently  developed  on  a  current 
basis  in  order  that  all  fiscal  notes  for  current  legislative  proposals 
will  be  correct. 
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Reconmsndation  No.  3: 

Tfe  reccanmend  the  Board  adopt  a  policy  regarding  periodic  experience 
studies . 


PERD's  Response: 

We  concur  in  this  reconnrendation.  After  the  current  legislative  session, 
the  division  will  review  the  needs  for  separate  experience  studies  and 
nake  appropriate  recommendations  to  the  Board. 

Under  current  practices,  the  consulting  actuary  does  a  limited  study  of 
the  actuarial  assuirptions  to  be  used  in  each  valuation.  In  the  past  two 
valuations,  major  revisions  have  occurred  in  both  salary  and  interest  rate 
assuirptions  which  were  explained  in  each  valuation  and  were  based  on  past, 
current  and  anticipated  economic  conditions. 


Recommendation  No.  4: 

We  recommend  the  Division: 

A.  Establish  procedures  to  ensure  revenue  and  expenses  are  recorded  only 
once  on  the  State's  accounting  records. 

B.  Properly  classify  expenditures  on  the  State's  accounting  records. 


PERD's  Response: 

We  totally  concur  with  this  recommendation.  Currently,  we  review  our 
printout  for  expenses  from  the  State  and  verify  the  expenses  by  checking 
for  double  posting  or  misclassification.  The  double  posting  was  corrected 
by  our  accountant  before  the  audit  coirpletion.  Therefore,  our  annual 
report  does  not  reflect  a  double  posting  of  administrative  revenue  and 
expenses.  The  proper  accounting  procedures  have  been  put  in  place  to 
provide  timely  documentation  to  SEAS  prior  to  their  year  end. 
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